

Cost and Management Accounting

Dec 2025 Examination

Q1. XYZ Ltd. provides the following information for the year ended 31st March 2025: Materials Opening Stock of Raw Materials: Rs.25,000

Purchases: Rs.1,50,000

Purchase Returns: Rs.4,000

Carriage/ Freight Inwards on Materials: Rs.6,000

Import Duty on Materials: Rs.5,000

Closing Stock of Raw Materials: Rs.20,000

Direct Costs Direct Wages: Rs.80,000

Direct Expenses (e.g., royalties, special design): Rs.10,000

Factory / Works Factory Overheads: Rs.60,000

Power : Rs.3,000

Depreciation on Plant & Machinery: Rs.8,000

Opening WIP: Rs.15,000

Closing WIP: Rs.10,000

Administration Office & Administration Overheads: Rs.40,000

Office salaries outstanding: Rs.2,500

Selling & Distribution Selling & Distribution Overheads: Rs.30,000

Prepaid selling expenses (included in S&D above): Rs.3,000

Carriage Outwards: Rs.4,000

Samples/Advertising (goods issued as samples): Rs.3,000

Finished Goods Opening Stock of Finished Goods: Rs.25,000

Closing Stock of Finished Goods: Rs.35,000

Sales Sales (gross): Rs.4,00,000

Sales Returns: Rs.5,000 (10 Marks)

Ans 1.

Introduction

Cost and management accounting plays an important role in understanding the actual cost of production and in measuring the profitability of a business. It is not only about recording expenses but also about systematically classifying, analyzing, and presenting data so that managers can make effective decisions. A cost sheet is one such tool which presents all elements of cost in a structured way, starting from material consumption to the final profit earned. By preparing a cost sheet, a company can identify the contribution of each cost element such as materials, wages, factory expenses, administration charges, and selling overheads. This helps in better cost control, accurate pricing, and improved efficiency across departments.

Concept and Application
The concept of a cost sheet is based on dividing the total cost into logical stages. It begins with materials consumed, which is the backbone of production in any manufacturing company. 
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Q2(A). Nova Textiles, a fast-paced manufacturing company, has faced recurring stockouts leading to production delays and excess inventory causing high storage costs. To resolve these issues, management implemented EOQ to optimize order sizes, set safety stock levels to prevent shortages, and adopted JIT to minimize inventory holding. While these changes improved efficiency and reduced costs, the company must now assess whether this integrated strategy truly balances operational continuity with cost control, and if further refinements are needed. Critically evaluate the decision by Nova Textiles to integrate Economic Order Quantity (EOQ), safety stock, and Just-in-Time (JIT) inventory management techniques to address both stockouts and excess inventory. Considering the operational and financial trade-offs, how would you justify the effectiveness of this combined approach, and what improvements could be made to further optimize their inventory management system? (5 Marks)

Ans 2a.

Introduction

Inventory management is critical for a manufacturing company like Nova Textiles where stockouts delay production and excess stock adds to costs. To address these problems, the company has integrated Economic Order Quantity (EOQ), safety stock, and Just-in-Time (JIT) methods. The aim is to reduce waste, ensure smooth operations, and improve cost efficiency. This combination reflects a balanced attempt to align operational continuity with financial 

Q2(B). A cement plant produces 10,000 bags of cement monthly, using unit costing to determine the cost per bag by dividing total production costs by output. This method provides a clear view of direct and indirect costs, supporting pricing and profit calculations. However, the management is concerned about whether this approach fully captures all relevant expenses and supports long-term strategic decisions. Assess the implications of using unit costing in a cement manufacturing plant that produces a single, standardized product in large quantities. Critique the strengths and limitations of this approach in terms of cost transparency, pricing decisions, and profitability analysis. What potential pitfalls should management be aware of, and how might they address them to ensure sustained competitive advantage? (5 Marks)

Ans 2b.

Introduction

In a cement plant producing a standardized product like cement bags, unit costing is often applied to measure production costs per unit. By dividing total costs by total output, the company can determine the cost per bag and base its pricing and profit analysis on that figure. While this method appears straightforward and transparent, management has concerns about whether it truly captures all relevant expenses and whether it supports long-term decision-









